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THE  FEDERAL  FARM  LOAN  ACT. 


_ ; 

PROVIDES  SYSTEM  FOR  LENDING  MONEY  ON  FARM  LANDS  AT  REASONABLE  INTEREST  FOR  RELATIVELY  LONG  PERIODS— 
AMORTIZATION  PLAN  FOR  EASY  PAYMENTS  PRESCRIBED  ATTRACTS  MONEY  TO  FARM  LOAN  FIELD  BY  PROVIDING  SAFE 
INVESTMENTS  IN  BONDS  BASED  ON  SECURITY  OF  FIRST  MORTGAGES. 


The  Federal  farm  loan  act,  popularly 
called  the  "Rural  credits  law,”  was  signed 
by  the  President  and  became  a  law  on  July 
17,  IHlIi. 

The  primarj-  purpose  of  this  act  i.s  to  })ro- 
mote  agricultural  prosperity  by  enabling 
farmers  to  borrow  money  on  farm-mortgage 
security  at  a  rea.sonable  rate  of  interest  and 
for  rclativcdy  long  periods  of  time.  To  attain 
this  object,  two  farm-mortgage  systems  are 
provided:  (1)  .V  system  operating  through 
regional  land  banks,  and  (21  a  system  operat¬ 
ing  through  joint-stock  land  banks. 

To  attract  money  to  the  farm-loan  field  the 
act  provides  a  method  whereby  those  who 
have  money  to  lend  can  find  safe  investment 
in  the  form  of  debentures  or  bonds,  of  small 
and  large  dtmominalions,  issued  by  the  bank.s 
aud  baserl  on  Iho  security  of  mortgages  on 
farm  lands. 

These  two  systems  are  to  be  under  the 
general  supervision  of  a  Federal  Farm  Loan 
Board  in  the  Treasury  Department,  com¬ 
posed  of  the  Secretary  of  the  Treasury,  as 
chairman  ex  officio,  and  four  members  ap¬ 
pointed  by  the  President.  This  board  has 
authority  to  appoint  appraisers,  examiners, 
and  registrars,  who  'will  be  public  officials. 

FEDERAL  LAND-B.ANK  SYSTEM. 

Under  the  Federal  land-bank  system  the 
act  provides  for  Federal  land  banks  which 
make  loans,  for  the  first  12  months,  exclu¬ 
sively  through  local  national  farm-loan  asso¬ 
ciations  composed  of  borrowers.  These 
associations  shall  be  shareholders  in  the 
banks,  and  in  that  way  the  members  who  are 
the  borrowers  will  share  in  the  profits  of  the 
bank.  The  money  for  the  loans  is  to  come 
partly  from  the  capital  of  the  banks  and 
partly  from  the  sale  by  the  banks  of  bonds 
secured  by  first  mortgages  on  farm  lands. 
The  act  defines  strictly  the  ])urposes  for  and 
the  conditions  under  which  loans  are  to  be 
made,  and  requires  that  the  late  of  interest 
charged  on  farm  loans  shall  not  exceed  6  per 
cent  per  annum. 

Twelve  Federal  Land  Banks. 

The  United  States  shall  be  divided  into 
12  farm-loan  districts,  and  a  Federal  land 
bank  with  a  subscribed  capital  stock  of  not 
less  than  $7.50,000,  each  share  $5,  shall  be 
established  in  each  district.  Each  Federal 
land  bank  may  establish  branches  in  its 
district.  M’ithin  30  days  after  the  capital 
stock  is  offered  for  sale  it  may  be  purchased 
at  p.ar  by  anyone.  Thereafter,  the  stock 
remaining  unsold  shall  be  bought  by  the 
Secretary  of  the  Trea.sury  for  the  United 
States.  It  is  provided,  however,  that  the 
Government  shall  not  receive  any  dividends 
on  its  stock.  Ultimately,  it  is  intended 
that  all  the  stock  in  the  banks  shall  be  owned 
by  the  associations  of  borrowers,  and  provi¬ 
sion  therefore  is  made  in  the  law  for  trans¬ 
ferring  the  original  stock  at  par  to  these 
associations. 

National  Farm-Loan  As.sociations. 

The  act  provides  for  the  creation  of  local 
national  farm  -  loan  associations  through 
which  it  is  contemplated  that  the  Federal 
land  bank  shall  make  their  loans.  In  the 
event  that  a  local  loan  association  is  not 
formed  in  any  locality  within  a  year,  the 
Federal  Farm  Loan  Board  may  authorize  a 
Fpderal  land  bank  to  make  loans  on  farm 
land  tln-ough  approved  agents.  Ten  or  more 
persons  who  own  and  cultivate  farm  land 
qualified  as  .security  for  a  mortgage  loan  un¬ 
der  the  act,  or  who  are  about  to  own  and 
cultivate  such  land,  may  form  such  an  associ¬ 
ation,  provided  the  aggregate  of  the  loans 
desired  by  the  membership  is  not  less  than 
$20,000.  Each  member  must  take  stock  in 
his  association  to  an  amount  equivalent  to  5 
per  cent  of  the  amount  he  wishes  to  borrow. 
This  stock  the  association  holds  in  trust  as 
security  for  the  member’s  individual  loan. 
The  association,  in  turn,  when  applying  for 
money  from  the  bank,  must  subscribe  for 
stock  in  the  bank  to  an  amount  equivalent 
to  5  per  cent  of  the  sum  it  w'ants  to  obtain 
for  its  members.  This  stock  is  held  in 
trust  by  the  bank  as  security  for  the  loans  it 
makes  through  the  association.  If  a  prospec¬ 
tive  borrower  has  no  money  with  which  to  ' 
pay  for  his  association  stock,  he  may  borrow 
the  price  of  that  stock  as  a  part  of  the  loan 
on  his  farm  land. 

Under  this  plan.  then,  every  borrower 
must  be  a  stockholder  in  liLs  local  associa¬ 
tion.  and  every  a.ssociatlon  a  stockholder  in 
its  district  bank.  Each  stockholder  in  an 
a.ssocialion  is  liable  for  the  acts  of  tliat  asso¬ 
ciation  up  to  twice  the  amount  of  his  stock. 

How  Loams  Are  Obtained. 

A  member  of  a  national  farm  loan  a,sso- 
ciation.  before  obtaining  a  loan,  rau.st  first 
fill  out  an  application  blank  supplied  to  the 
loan  association  by  the  h'edcral  Farm  Loan 
Board.  This  application  blank  and  other 
necessary  papers  will  then  be  referred  to  a 
loan  committee  of  the  a.s.soeiatio!'  w  bieh 
must  appraise  the  property  offered  a.s  .se¬ 
curity.  Such  application  as  is  ai)|)roved 
by  the  loan  committee  is  then  forwarded  to 
the  Federal  land  bank  and  must  be  investi¬ 
gated  and  reported  on  by  a  salaried  apprai.ser 
of  the  bank  before  the  loan  is  granted.  This 
apprai.ser  is  required  to  investigate  the  sol¬ 
vency  aud  character  of  the  prospective  bor¬ 
rower  as  well  a.s  the  vaUie  of  his  land.  When 
a  loan  is  granted  the  amount  is  forwarded 
to  the  borrower  through  the  loan  association. 

Conditions  Under  Which  Loans  May  Be 
Obtained. 

The  act  specifically  defines  the  purpo.ses 
for  which  loans  may  be  obtained.  These  are: 
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OUTLINE  OF  FARM  LOAN  ACT. 


The  act  provides  for  the  creation  of  12  Federal  land  banks  and  per¬ 
mits  the  establishment  of  any  number  of  joint-stork  land  hanks  for 
the  purpose  of  makinfl  loans  at  a  reasonable  rate  of  interest,  for  long 
periods  of  time,  on  farm  lands. 

.4  Federal  Farm  iMan  Board  has  eomplete  control  over  these  banks. 

(A)  FEDERAL  LAND  BANKS. 

Twelve  Federal  land  hanks  are  provided,  one  in  each  of  12  dis¬ 
tricts  into  which  the  country  will  be  divided.  These  banks  arc 
empowered  to  lend  on  first  mortgages  on  farm  lands  in  amounts  of 
5100  to  $10,000  for  approved  purposes.  The  loans  are  to  be  made 
through  farm  loan  a.ssociationa  and  agents.  No  loan  may  be  made 
for  more  than  50  per  cent  of  the  value  of  the  land  mortgaged  and  20 
per  cent  of  the  value  of  the  permanent  improvements  upon  it. 

\alional  farm  loan  associations — -lorul  organi/.ations  composed 
exclusively  of  borrow'ers — are  autborixed.  These  associations  must 
be  stockholders  in  the  land  bunks  in  proportion  to  the  amount  their 
members  wish  to  burrow.  Eventnutly  all  slock  in  the  Federal  land 
banks  will  be  owned  exclusively  by  these  associations. 

.4  reasonable  interest  rate  is  established.  The  act  prohibits  the 
Federal  land  banks  from  charging  more  than  G  per  cent  on  any  mort¬ 
gage,  or  requiring  fees  not  approved  by  the  Farm  Loan  Board. 

The  borrowers  wilt  share  irt  the  net  profit  sot  the  bank  because 
they  are  stockholders.  It  is  contemplated  that  ultimately  the  bor¬ 
rowers  will  be  the  only  stockholders. 

Long-term  loans  are  provided  by  authorizing  mortages  for  periods 
of  from  5  up  to  40  years. 

Small  annual  or  semiannual  payments  on  the  principal  are  made 
a  required  feature  of  all  mortgages. 

(B)  JOINT-STOCK  LAND  BANK.S. 

Joint-stock  land  banks  are  authorized.  They  are  corporations 
for  carrying  on  the  business  of  lending  on  farm  mortgage  security 
and  issuing  farm  loan  bonds.  They  are  to  -be  under  the  supervision 
of  the  Farm  Loan  Board,  but  the  Government  will  not  invest  in  them. 
Subject  to  geographical  limitations  and  subject  to  the  50  and  20  per 
cent  limitation,  these  banks  can  lend  to  an  individual  any  amount  ' 
they  wish,  and  for  any  purpose.  They  can  not  charge  an  interest 
rate  exceeding  6  per  cent,  and  such  rate  must  not  exceed  by  more 
than  1  per  cent  the  interest  they  have  paid  on  their  last  issue  of  bonds. 
Their  mortgages,  however,  must  provide  for  amortization  payments. 
These  banks  are  prohibited  from  charging,  under  any  pretext,  fees 
or  commissions  other  than  those  authorized  by  the  act. 


(а)  To  provide  lor  the  purchase  of  land 
for  iu;riculf  ural  uses. 

(б)  To  provide  for  the  purrha.se  of  equip- 
luont,  fertilizers,  and  live  .slock  neces.s:try 
for  the  proper  and  reasonable  operation  of 
the  mortgaged  farm;  the  term  “equipment’’ 
to  be  defined  by  the  Federal  Farm  Loan 
Board. 

(<■)  To  jirovide  Imildings  and  for  the  im- 
liroA’ement  of  farm  lands;  the  term  " im¬ 
provement  ’’  to  be  ilefined  by  the  Federal 
Farm  Loan  Boartl. 

((/)  To  liquidate  indehteilness  of  the 
owner  of  the  land  mortgagetl.  exi.sting  at 
the  time  of  the  organization  of  the  lir.st 
national  farm  loan  association  establi.shed 
in  or  for  the  comity  in  which  the  land  mort¬ 
gaged  is  situated,  or  indohtedness  suh.se- 
quently  incurreil  for  one  of  the  purjioses 
mentionetl  in  this  section. 

Loan.s  may  he  made  only  oupfirst  mort- 
.gages  on  farm  land. 

Only  those  who  own  aud  cultivate  farm 
land  or  are  about  to  own  and  cultivate 
such  lanil  are  entitled  to  horrovv'. 

No  one  can  borrow  save  for  tlie  purposes 
stated  in  the  act,  and  those  who  after  hor- 
rowing  do  not  use  the  money  for  the  inir- 
poses  specified  in  the  mortgage  are  liable  to 
have  their  loans  reduced  or  recalled.  The 
secretary-treasurer  of  each  association  is 
required  to  report  any' iliversion  of  borrowed 
money  from  the  purpo.ses  stated  in  the 
mortgages. 

No  individual  can  borrow  more  than 
$10,000  or  less  than  $100. 

No  loan  may  be  made  for  more  than  .50 
per  cent  of  the  value  of  the  land  mortgasred 
and  20  per  cent  of  the  value  of  the  perma¬ 
nent  insured  improvements  upon  it. 

The  loan  must  run  for  not  less  than  6 
and  not  more  than  40  years. 

Every  mortgage  must  provide  for  the  re¬ 
payment  of  the  loan  under  an  amortization 
plan  by  means  of  a  fixed  number  of  annual 
or  semiannual  installments  sufficient  to 
meet  all  interest  and  pay  off  the  debt  hy 
the  end  of  the  term  of  the  loan.  The  install¬ 
ments  required  will  be  those  published  in 
amortization  tables  to  be  prepared  by  the 
Farm  Loan  Board. 

The  bank  is  given  power  to  protect  itself 
in  ca.se  of  default  b\'  recalling  the  loan  in 
whole  or  in  part,  or  taking  other  necessary 
action. 

The  Interest  Rate  Paid  by  the  Borrower. 

No  Federal  land  bank  is  pennitfetl  to 
charge  more  than  (I  per  cent  per  annum  on 
its  farm-mortgage  loans,  and  in  no  case  .shall 
the  interest  charged  on  farm  mortgages  ex¬ 
ceed  by  more  than  1  per  cent  the  rate  jiaid 
on  the  last  i.ssue  of  bonds. 

Fur  example,  if  the  bank  pays  only  4  per 
cent  on  an  issue  of  bonds,  it  can  not  charge 
more  than  .5  per  cent  tor  the  next  farm  loans 
it  makes. 

Out  01  tins  margin  ol  not  to  exceed  I  pi*r 
'em.  toginlier  with  such  amounts  as  it  can 
earn  on  its  pai.l-in  cash  capital,  the  bank 
miisi  set  aside  certain  re.serves  ami  meet  all 
it.sexpenses.  Any  balance  or  net  jirolifiscan 
be  ilistribiited  a.-  divi. lends  to  the  loan  as¬ 
sociations  or  othei  stockholders.  The  loan 
a.s.sociations.  from  their  bank  divideiuls, 
alter  .setting  a.side  the  re(|uireii  reserves  and 
mi  eting  expenses,  can  declare  aasociation 
dividends  to  their  member.s.  In  this  way 
the  profits,  if  any,  will  be  distributed  among 
the  borrowers  and  will,  to  that  extent,  re¬ 
duce  the  amount  of  interest  actually  paid 
by  them. 

Restriction  on  Fees  and  Commissions. 

The  Federal  land  hanks  are  specifically 
prohibited  from  charging,  in  connection 
with  making  a  loan,  any  fees  or  commissions 
which  are  not  authorized  by  the  Farm  Loan 


Board.  The  authorized  fees  need  not  be 
[laid  in  advance,  but  may  be  maile  part  of 
the  loan. 

.Amortization  Plan  of  Repaying  Loans. 

It  has  been  said  that  all  loans  are  to  be 
rejiaid  on  the  amortization  jilan.  This  jilan 
calks  for  a  number  of  fixed  annual  or  semi¬ 
annual  payments,  wliich  include  not  only 
all  interest  ami  charges  due  the  bank,  hut 
the  principal  as  well.  These  payments  are 
so  calculated  as  to  extinguish  the  ileht  in  a 
given  number  of  yeans.  After  five  years  the 
borrower  has  the  right  on  any  interest  date 
to  make  additional  jiayments  on  the  princi¬ 
pal  in  .sums  of  .$23  or  any  multiple  thereof, 
thus  discharging  the  debt  more  (ptickly. 

The  table  given  below  illustrates  how  a 
loan  of  $1 ,0(10,  hearing  interest  at  .5  per  cent, 
would  bo  retired  in  20  years  by  an  annual 
payment  of  $.30.24.  A  study  of  the  columns 
shows  how  from  year  to  year  the  interest  is 
reduced  and  the  proportion  of  the  payment 
which  goes  to  discharge  the  principal  stead¬ 
ily  increases.  The  final  payment  cancels 
the  debt. 


Animal 

periods. 

Total 

annual 

payment. 

Interest 
at  5  per 
cent. 

Paid  on 
principal. 

Amount 

of 

principal 

still 

unpaid. 

1 . 

iSO.  24 

$50.00 

$30.24 

$909.76 

2 . 

80.24 

48.49 

31.75 

938.01 

3 . 

80.24 

40.90 

33.34 

904.67 

4 . 

80.24 

45.2:3 

3x5. 01 

869. 66 

5 . 

80.24 

43. 48 

36. 76 

832. 90 

fi . 

80. 2-1 

41.05 

38. 59 

794.31 

7 

80. 24 

39.72 

40.52 

763. 79 

8 . 

80.24 

37. 09 

42. 55 

711.24 

9 . 

80. 24 

35. 56 

44.68 

10 . 

80.24 

33.33 

46.91 

619.65 

11 . 

80.24 

30. 98 

49. 26 

570. 39 

12 . 

80.2-4 

28. 52 

51. 72 

518. 67 

13 . 

80.24 

25. 93 

.54.31 

404.36 

14 . 

80.24 

23.22 

,57. 02 

407.34 

15 . 

80.24 

20. 37 

59.87 

347.47 

It) . 

80.24 

17.37 

62. 87 

284.60 

17 . 

80.24 

14.23 

66. 01 

218. 59 

18 . 

80.24 

10. 93 

09.31 

149.28 

19 . 

80.24 

7. 46 

72. 78 

76.50 

20 . 

80. 33 

3.83 

76. 50 

Total . 

1,004.89 

604.89 

1,000.00 

Funds  Available  for  Loans. 


.After  a  Federal  land  bank  ha.s  loaned  on 
first  mortgage  $50,000,  it  can  obtain  permis¬ 
sion  from  the  Farm  Loan  Board  to  issue 
$50,000  in  farm  loan  bonds  based  on  these 
mortgages,  sell  such  bonds  in  the  open  mar¬ 
ket,  anil  use  the  money  thus  obtained  to  lend 
on  other  mortgages. 

This  process  of  lending  on  mortgages  and 
selling  bonds  in  issues  of  $.50,000  may  be  re¬ 
peated  itutil  bonds  to  the  amount  of  twenty 
times  the  bank’s  paid-up  capital  are  out¬ 
standing.  If  each  bank  should  have  only 
its  required  minimum  paid-up  capital  of 
$7.50.000,  this  plan  will  provide  eventu.ally, 
if  all  the  authorized  bonds  of  (he  12  banks 
are  sold,  over  .$180,000,000  to  lend  on  first 
mortgages  on  farm  land.  The  banks,  how¬ 
ever,  can  increase  (heir  capital  stock  above 
the  retpiired  minimum  and  so  increase  the 
amount  of  bonds  they  can  sell,  and  thus 
increase  the  total  amount  of  money  available 
for  loans  on  farm  mortgages. 

To  make  these  bonds  attractive  to  invest¬ 
ors,  the  bonds,  together  ryith  the  mortgages 
upon  which  they  are  based,  are  exempted 
from  Federal,  State,  municipal,  and  local 
taxation  and  are  made  legal  investments  for 
fiduciary  and  trust  funds.  The  capital 
stock  of  the  Federal  land  banks  is  also  ex¬ 
empt  from  taxation.  Federal  reserve  banks 
and  member  banks  of  that  system  are  em¬ 
powered  to  buy  and  sell  these  bonds.  They 
are  to  be  issued  in  denominations  of  $20  $50 
$100,  $.500,  and  $1,000. 

Organization  of  Bank.s. 

The  temporary  management  of  the  Federal 
land  banks  is  to  be  in  the  hands  of  five  direc¬ 
tors  appointed  by  the  Federal  Farm  Loan 
Board,  As  soon,  however,  as  the  subscrip¬ 


tions  from  the  loan  associations  total  $100,000 
regular  directors  are  to  be  appointed  as  fol¬ 
lows:  Three  district  directors,  resident  in  the 
district,  shall  be  appointed  by  the  Federal 
F’arm  Loan  Board  to  represent  the  public 
interest,  and  six  local  directors,  resident  in 
the  district,  shall  be  elected  by  the  farm  loan 
associations  who  must  be  stockholders  in  the 
bank.  The  Federal  Farm  Loan  Board  shall 
designate  one  of  its  appointees  to  act  as  chair¬ 
man.  The  act  requires  that  at  least  one  of 
the  three  district  directors  shall  be  experi¬ 
enced  in  farming  and  actually  engaged  at  the 
time  of  his  appointment  in  farming  opera¬ 
tions  within  the  district.  -Any  compensa¬ 
tion  paid  to  the  directors  must  be  approved 
by  the  Federal  Farm  Loan  Board. 

Officers  of  Loan  .Associations. 

Each  loan  a.ssociation  must  have  a  board  of 
directors  and  a  secretaiy-treasurer.  The 
directors  shall  serve  without  pay.  The 
secretary-treasurer  shall  receive  such  com- 
pen.sation  as  may  be  determined  by  the 
board  of  directors.  The  association  must 
appoint  an  appraisal  committee  for  the  pur¬ 
pose  of  valuing  lands  offered  as  security  for 
loans.  No  member  of  such  committee  shall 
have  any  interest  in  the  property  upon  which 
he  passes. 

FUND.S  FOR  CURRENT  E.XPENSE.S. 

To  provide  funds  for  current  expense.s, 
the  loan  as.sociation  may  retain  as  a  commis¬ 
sion  from  each  interest  payment  not  to  ex¬ 
ceed  one-eighth  of  1  per  cent  semiannually 
upon  the  unpaid  principal  of  the  loan.  This 
commission  is  to  be  deducted  from  the  divi¬ 
dends  payable  to  such  farm  loan  association 
by  the  Federal  land  bank.  If  the  commis¬ 
sions  are  not  adequate,  and  an  association 
does  not  wish  to  assess  members  for  current 
expenses,  it  may  borrow  at  6  per  cent  from 
the  Federal  land  bank  to  an  amount  not  to 
exceed  in  the  aggregate  one-fourth  of  its 
bank  stock. 

RESERVE.S  AND  DIVIDENDS. 

The  law  requires  both  the  land  banks  and 
the  farm  loan  associations  to  make  provision 
for  certain  reserves  before  they  can  pay  any 
dividends. 

Agents  and  Land  Banks. 

In  sections  where  local  conditions  do  not 
make  the  formation  of  associations  practi¬ 
cable,  the  Farm  Loan  Board  may  authorize 
the  Federal  land  bank  to  make  loans  through 
agents  ap[)rovcd  by  the  board .  These  agents 
are  to  be  hanks,  trust  companies,  mortgage 
comjiauies,  or  savings  institutions,  chartered 
b y  t he  State.  They  may  receive  as  compen¬ 
sation  the  actual  expen.se  involved  in  trans¬ 
acting  the  loan  and  in  addition  thereto  a  sum 
not  to  exceed  one-half  of  1  per  cent  per 
annum  on  the  unpaid  principal  of  the  loans 
made  through  them.  When  the  Farm  Loan 
Board  detides  that  a  locality  is  adequately 
served  by  farm  loan  associations,  no  further 
loans  are  to  be  made  through  agents. 

JOINT-STOCK  LAND  BANKS. 

In  addition  to  the  system  of  12  Federal 
land  banks  and  the  national  farm  loan  asso¬ 
ciations  of  borrowers,  the  act  permits  the 
establishment  of  joint-stock  land  banks  and 
authorizes  them  to  carry  on  the  business  of 
lending  directly  to  borrowers  on  farm-mort¬ 
gage  security  and  issuing  farm  loan  bonds. 
These  banks  must  have  a  capital  of  not  less 
than  $250,000.  They  are  under  the  super¬ 
vision  of  the  Federal  Farm  Loan  Board,  but 
the  Government  does  not  lend  them  any 
financial  assistance. 

The  joint-stock  land  bank  is  free  from 
many  of  the  conditions  imposed  on  the 
Federal  land  banks.  Subject  to  the  50  and 
20  per  cent  value  limitation  and  the  limi¬ 
tation  as  to  territory,  the  joint-stock  land 
bank  may  lend  more  than  $10,000  to  a  single 
individual,  and  it  is  not  restricted  to  making 
loans  for  the  purposes  specified  in  the  case 
of  the  Federal  land  bank. 

The  joint-stock  bank,  like  the  Federal  land 
banks,  can  not  charge  an  interest  rate  on 
farm  mortgages  in  excess  of  (i  per  cent,  nor 
shall  such  interest  rate  e.xceed  by  more  than 
1  per  cent  the  rate  of  interest  paid  by  the 
bank  upon  its  last  issue  of  bonds.  A  joint- 
stock  bank  is  limited  in  its  bond  issue  to  15 
times  its  capital  and  surplus. 

Among  the  restrictions  placed  on  these 
banks  under  the  act  are  (1)  that  their  mort¬ 
gages  must  provide  for  an  amortization  sys¬ 
tem  of  repayment  such  as  is  prescribed  in 
the  case  of  loans  through  the  Federal  land 
banks,  and  (2)  that  they  shall  in  no  case 
demand  or  receive  under  any  form  or  pre¬ 
tense  any  commi.s.sion  or  charge  not  specific¬ 
ally  authorized  by  the  act  and  approved  by 
the  Farm  Loan  Board. 

The  bonds  of  the  joint-stock  land  banks 
are  exempted  from  taxation.  Their  capital 
stock,  however,  is  not  e.xenipted, 

GENERAL  PROVISIONS. 

The  law,  thrmighlthe  Farm  Loan  Board, 
provides  the  necessary  machinery  for  fre¬ 
quent  examinations  of  the  banks  and  the 
associations,  for  the  jiroper  cancellation  of 
mortgages,  and  for  the  safe  custody  of  mort¬ 
gages  offered  as  security  for  bond.s.  When 
any  mortgage  offered  as  security  for  bonds  is 
withdrawn,  the  hank  is  required  to  replace 
the  security  with  other  mortgages  or  with 
other  satisfactory  collateral. 

Heavy  penalties  of  fine  or  imprisonment, 
or  both,  are  imposed  for  violations  of  the  act] 
malfeasance  in  office,  fraud,  embezzlement] 
defalcation,  or  other  illegal  practices. 
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